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Incoming letter dated May 29 2009

Capitalized terms in this letter have the same meaning as in your letter

Based on the facts and representations in your letter but without necessarily

concurring in your analysis the Division will not recommend enforcement action to the

Commission if without registration under the Securities Act or compliance with Rule

144 thereunder and from Legal Day One through the applicable Relief Period the

Morgan Stanley Parties the Citigroup Parties and MSSB sell securities on principal

trading basis or through customer accounts over which they respectively exercise

investment discretion in the manner and subject to the limitations described in your

letter

We have considered your request for confidential treatment of your letter and our

response We have determined that the request is reasonable and appropriate under 17

CFR 200.8 1b Accordingly your letter and our response will not be made public until

the earlier of1 the Closing Date and 120 days after the date of our response

This position is based on the facts and representations made to the Division in

your letter Any different facts or conditions might require the Division to reach

different conclusion This response expresses the Divisions position on enforcement

action only and does not express any legal conclusion on the question presented

Sincerely

Thomas Kim

Chief Counsel and Associate Director
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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
WASHINGTON D.C 20549

May 29 2009

John Utzschneider

Bingham McCutchen LLP

One Federal Street

Boston MA 02110-1726

Re Morgan Stanley Smith Barney LLC

Dear Mr Utzschneider

In regard to your letter of May 29 2009 our response thereto is attached

to the enclosed photocopy of your correspondence By doing this we avoid

having to recite or summarize the facts set forth in your letter

Thomas Kim

Chief Counsel Associate Director

DIVISION

CORPORATION FINANCE
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John UtZSCb1teile

Direct Phone 6179U2
DirectFax 6175.1g736

johnutzchnderbingham.coni

May 29 2009

Division of cprporation Flimnec

Office .ofthe.CMefCunsi

Secuntiec ad Exchange Qmmission

100 Street N.E

Washington DC 10549

Re Morgan Stanley Sm itkBaniey Request for No-Action

Position Section SR4e 144

Ladies and Gntlenien

Mt tt

MA tp6

This letter cOntains in .requests.lbr temporary reiefon..hehalf
Stanley Smith Barney tIC MSSB aad its two ultimate parents Morgan Stanley

Morgan Stanley an4 together with Its aftThates other than Holdings as defined

below MSSE3 and other direct and rndirect ubsidianes of Holdings theyPesand Cigroup Inc j4igroup and together with Its affihates other

than HQIdingS M$S13 and ether direct and indfreet.subsidithies Etoldthgs the

1igroup Parties Specifically the purpose of tins letter is to request that the Stat

the ft of the Division of Corporation Finance of the Securities and trehange

Comm iton the fljfor the EQ confirm that it would not recommend to

the Commission that ittakeenforccment action against MSSJ3 the MoaStailey
Parties Or the Citigroup Parties if without registration under Section ction_SoIthe
Securities Act of 1933 as amended the ecunttcs Act or compliance with Itule 144

thereunder kuIe_144 such parties temporarily sell securities on prmcipaJ trading

basis.citfor disce Onier..aceount On th hasisiescribed below

To provide you with necessary background Part of this letter provides an

overview of The loon atkn and SucLUteOfMSSi3 Part it adi.ussiôn Of The

As discussed further teiow the businesses being contributed tothe.joint venture will

incl.ude certain non-U.S affiliates which iIlbeseparate subsidiaries of Holdings ak
defined below For purposes of this discusionMSSB will include Holdings and such

affiliates notwithstandrng the fact that such affiliates technica11 will be separate

subsidiaries ofHoldings

Cenfidnthi1TrcaunentRque1ed.by .MSSI3 Morg Stanley and Ciiniup OO.i

Ai72996Js
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management and siructure of MSSB .cpected to be in place oq the cksing the

transaction Part BE provides temporary proposal forreliel and Part 1V provides

rationale therefore Part summarizes the intentions tar effectmg transactions under

Rule 144 after the need for th.requested liefhis pasie4 and Prt VI sun nanizes fl
.MiefsoughtniUusIetter ...

Dcscnption of MSSR and the Transaction Creadni MSSB

MSS1 is Delaware limited liability company tormed in Febmay 2009 Alt

inbhip interests in MSSI3 amoWflj by MorgatiStanley Smith Barney Holdings

LLC Delaware limited llabthtV company jEIdiijgj

Holdings and MSSB erc fanned
pursuant Mint Venture Coniributjn and

Fonnation Agreement dated as of Januaiy 132009 thejgEfby
and between

Citigroup and Morgan stanley Pursuant to th Contribution Agreement arid

subject to the completion of aiefhiitwe hnuted balnldy eonpany agreeitent to be

entered Into at the ciosuig Citgtup an4 Morgati Stanley have agreed to contribute

certain assets and businesses to I1SSB The With crtam

exceptions the Cingroup Contnbuted l3usineases the i1nFinclude Citigroups
retail brokerage and futures business operating under the name Srnith Barney in the

United States and Australia and under the nameQujke in the United Kingdom Ireland

and the Channal hlands WitIicertaitrexeeptidni theMorgan Stanley Coæthbutàd

l3usinesses the MS Channel and collectively with the SB Channel thepj
UiClUdeMOigafl Stanleys Global Wesith Manageineritbusiness and it.private wealth

management business on a..worldwide basis inthe thifted States.theCitigroup

Contributed Businesses are conducted principally within Citigrotip Global Markets IncQff Citigroup subskulazy and the Mrgan Stanley Contribute4Buinesss are

conducted within Morgan Stanley Co lnrporaed M1 Morgan Stanley

subsidiary The prrniaty busliiess of MSSB wifl be retail brokerage and private wealth

management Although MSSB through the MS Chanel aa defIned in the paragraph

below Will engage in limited Sniount of
principal trading through the MS Channel

which may Implicate Rule 144 such
trading is epeeted to be mostfor the purpose of

fliulitatnig customers and is expected to represent relativt4y small portion of its overall

activitiei the institutional busrncsscs of MS and CGML sueli as underwriting advising

on ntcrgers and acquisiiions and inlnt àlat.d proprietary trading and underwriting
will remain in MS and CUMIand are nOt..beingcoiibutedto MSSB

The MS Channel employs flit time fhed income fltrading business collectively
the Desk maintains proprietary uwentory for client trade ictl1tation and

for proprietary trading ptrpcs

conlidnniai TeairnnKequ dbyMSSI3Moran5tniIey mdcitirup IXI2

Afl2996Is
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It is the irn on.ofCitigrotip and Morgan.Stanley thatfbIlowiæg the closing of

the transaction the Contributed I3ustneses currently conducted by COMI and MS in the

United States will be conducted by MSSI3 ill substantially the same fashion with ceiin
Imi tied modifications The ost1i oflhe transaction is epec1ed to occur as of May 31
2009 the t8aad June 2009 ia.the.t rget..first.dayof.MSSI3 perations

4Lcaal Da One MSSI3s business will be carrted ont by approximately 20000

financial advisors in the United States whose registrations will be txansfrred to MSS1
For Legal Day One.due to the dze and ornpJexity ofthe biued.entity MSSB
intends to make as few changes as possible tegaey oranizattonai opcrational and

super msy sfrutures as they curreedy x1st In COMI and MS Most significantly for

ertam period time the customers of th 513 Channel will ontmue to have their

transactions cleared through and have their cuStomer accounts eustodled and earned by
CGMI and customers of the MS Channel will continue to have thcirtransacttonc

cutodiedan arned4y-MS As part

of this itlearing fimnction the servicesto be pnlded by MS and COMI will mc1ud

clearing and cttlm securthes tranaactions providing trade confirmations and customer

statements and performing certain cashiermg functions custody services and related

servtes number ffunctins uicludmg regulatory compliance and supervisory areas

will be coordimiated and aflgped imd therawilibe centraUzedptirsuant.to umbrella

programs and policies that will overlay the legacy programs and pOlices of the two

Channels Over time and following the parties applicable RehefPcrrod as defined in

Part IILC..btlw it is expected that he Channcls wIll be integratedinto one

operation and that ultimately MSSI3 wilt become fully self-clearing and custody and

carry
its own .customer.aceo unts

At the close ofthe transaction through arous subsidianes Morgan Stanley will

own 51% of Holdings and Cthgrotp will own 49% of HoIdtngs As noted aboe the

Contributed Businesses will include certain additional nonU affThatet of Morgan

Stanley and ttmgroup all of whose holdings in SEC-registered secuntics wilt need to be

taken into account.for Rule 1.44 purposes

.ol4higsill be managed by txad.óf dfrectorsconsi.sthig.offbur Morgan

Stanley designees two Citigroup designees and th senior-most operating executive of

Holdings subject to certain requirements Board decisions will be made or delegated to

Holdings management by mnajonty vote provided that each of Morgan Stanley and

Cingroup will have veto rights with respect to certain matters

Morgan Stanley wiH be provided with certam al1 rights exercisable toflowrng

the Thini fourth and fifth anrnvetsaries the closing or upon change in contrOl of

Citigroup which ultimately maygive Morgan Stanley full control of Hoklings Citigroup

will be provided certaIn put rights exercisable upon change in control of MOrgan

Stanley or under certain circumstances following the sixth anniversary of the closing

Both Morgan Stanley and CitigrOupwill be subject to cer nI etiouson transfers of

intercstin Holdings and onoperating acquiring.or holding entities that engage in cetairt

1L
Conlienial iftfltReqUtt4 by .M$S1iM tayanditi
AJ7299666i8



May29 2009

Pige4

FQACONENnAL.TREATMEtr 1UUES1.tD iURSt1AN1 ITO L7C R20O.8

restncted businesses Each iU have custoinar registration rights from the earlierat an

IPO and the sixth amthrctsaiy of closing

Pnr to and following the closing MSSB wilt work to mtegrate the rnfçrmation

tcchnokgy LI systems of both Channels Due the massive scale f.thejóIn

cnture however creating an integrated IT system from the COMI and MS legacy Ii

stems wilt require Ctenswe changes to multiple systems covering range of business

uses and multiple client courniunieations and for some tune there will be both product

data and ytCthdLsonance

11 Management and Stnuture of MSSB

zagemencofSRa of Legal Aiy Qe

As of Legal Day One the MSSB executive management team is epected to be

in.place Most members of the MSSB executive management ni.WiIl.bflplQyed full

tune by and will provide all their prothasionat scr ices to MSSB However in some

instances certain meinbersof the team will bäe additional responsibilities at their

respeetlvt legacy employers at least through the tranSition period James iorman the

Chairman and CEO at MSSI3 will continue to be au Cxecutive of Morgan Stanley

Likewise certain other members of MSSI3 management will retain

responsibilities at Morgan 5tanky in administrative luictionsinehiding operations IT
human resources and

legal However it is not currently anticipated that any of these

people will be involved in direuuig et1cting or recommending transactwus securities

or voting securities on behalf of MSSB or its aistomers There will be other MSSB
people who may have ongoing responsibilities at Morgan Stanley andlor who will be

in%olved in directing the voting and investment of securities at MSSS Itowever in light

of the protections toie implemented See.Informarion iers.bekiw MSSI3 and

Morgan Stanley will not share information about their respective customers trading or

their proprietary trading except as nCceSsaa to indicate the existence of inventoty or to

facilitate an MSSJ3 trade In addittou in order to itist various Financial laduatty

Regulatory Authont requirements regarding rcvteof research distributedand

marketing matenal created by MSSI3 there may be limited number of employees of

the Citigroup and Morgan Stanley affiliated broker-dealers who will be dually-registered

with MSSB Iota certaIn perid

Coxddntia1 Tha cntRequd.by M5MogiiStaydCiügru- 004

AJ296.15
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Integration ifforts In Date .LE Management and Other

As discussed further herein the integration of the IT systems isa very extensive

ind difficult undertaking that Will take months to complete Likewise integrating the

two Channel employees facilities an ther.systems will be challenging Physical

space will be integrated after Legallay One only as leases exptre and the business

ration4le favors conibming fttcthties Systems other than th IT systems wtiI be

integrated oniy as necessary to appropriately account for MSSBs operations Executtve

management of MSSB Will share space in Westchestt County New York as of Legal

Day One Howeyer generafly employees wtil continue to work in the offices in which

they currently work and on th systems on which the eurrentl work The integration

proeeaswifl be.gradual and will.takeJ224 months to complete With fewcxceptioits
until theend of Rllef Periods for both partIes the twóChannels.wiltcotitinue to.riperat

independently

Vothi and Tweslmeht Decisiom for MSB Duthig he Relief Perioth

Within the ilS Channel th.nieth odplogyfor votingand investment decisions Is

as .ioilow

For .customer.aceows overwhrJithe..A.ChÆnne1 1dLwretionüry

authorip. MS Channel
representatives make independent investment

decisions for customer accounts over which they have been granted

discretionary authority by the customer These decisions are made

independently the tepresentat1ve themselves and are not coordinated

among the rsenta dves MS Channel representatives do not make

voting deetsions with respe41 to Jisctetionary customer accounts

Ratber the Channel transfers discretionary voting autbotity to dnrd

party prcixy advisory finins RiskMetrics which votC thc secutities

based on their own voting recommendations In rare instances an MS
Channel voting committee may override the proxy ad%isoiy firm voting

recommendation or make the voting decision when the proxy advisory

firm has no cotnnnndation This Same process applleto non

discretionan1 customer accounts where the customer requests that the MS
Channel as client service matter vote proxies on behalf of thç

custOmer

For MSCha Ihirdpar/y manugd qecaimtprograins The MS
Channel is not ntedItscrtnionamy authority overihird-party managed

accounts either with
respect to investment decistns or voting Rather

MS Chann1.utoi ntvoingandI nent4iscràtioæ tothe

third-party min er ftheaccount Accordingly the .thirdparty manager

ContidntjaI Trca nnt uetd by MSS13 MrgnS yandCugroup- XIS

A2919Ii6.I
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makesioting and investment decisions for the customers in these

managed accountS

Votinsnient Di tkn with in the 813 iChannel

Wifhiti the SB Channel the methodology for voting and investment decisions is

similar

For customer accounts over which the SB fr.mnek.discretioiraiy

authority ThóSBChannelhaspetsonncl hod elop.thfdr allocation

targets which are then shared with mdividual financial advisors or are

incorporated into mvestment advisory accounts For most discretionary

acounts.the financial advisors make investment decisions guided by the

recommendations of Citigroup research for investment ad
isory

programs which niUude asset allocation fatures the financial advisoN

asarst clients in choosing an asset allocatton mod.t which is comprised of

mutual funds exchange-traded funds Efjf orseparatei managed
accGunts managed by third party manager In some eases the

financial advisors may choose such mutual funds Elis or separately

manaei accounts The SB Channel general ly makes voting decisions

for customers according to the recommendations of third-party proxy

advisory firms RiskMetncs In relatively small number of casks

Where. such firms have cOnflicts or otherwiseateunablotoprovjde

recommendations voting decisions are made by committee of

cinployees of the SB ChanneL

For Snuh Baniy third-party manag accoumprorams The SB

Channel delegates the hscretionaiy authority thatit igrantcd by the

customers to third-party managers wh make voting and Investment

decisions for the customers in these managed aceounts

As IS eddfit the twO Chai nclshave their.ow...separateproce sacs fr making

voting and investment decision and where their own representatives are actually

exercising discretionary authority these decisions are based on independent factors

These
processes will generally stay in place after Legal Day One and through the parties

applicable Relief PerIods and combined with the other facts set forth inthis letter

mmunize concerns regarding the shanag of infonnation and coordinated investment and

voting decisions While employees of each Channel at the senior levels may interact

from time to time investment and voting decisions arc not mzd and u1d not be

coordiiiateciat thisleveL

Jnformatfrm Barrjeri

and C1ioup -.06

A17299666i8
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Cminuemg at Legal Day Otte MS SB Morgan Staule and Citigroup will

maintain information barriers to pmtect their respective customers trading rnformation

Morgan Stanley and Citigroup will not share information about their custamers trading

with MSSB nor will they share with MSSI3 mfonnation ahuut their proprietary trading

except as necessary.to indicate the lstence.afiæyentory or to fitdllitàte.an MSSB
trade MSSI3 will not share infomiatton with Morgan Stanley or Citigroup about its

trading eicept as.necessary to execute trade througji MS or COML Morgan Stanley

and Citigroup will notsbare mnfonnatiön about their pending investment banking or

niergers and acquisitions transactions with MSSB except to t1ióeitent MSSS is

participating itli one or both firms in distribution of securitios or as aecessaiy to

enforce statutory trading ettions such as tbe tender offar rules Although

MSSI3 will not inaintam formal mfonnatio barriers bctween the MS Channel and the SB

Channel we note that during the parties pphcable lelief Periods regWered

representatives in the SB Channel will not have coniputetstemsessttcustomer
positions and trading infonriation in the MS Channel and registered representatives in

the MS Channel will not have computer systems accs to customer positions and trading

information in the 513 Channel During The parue applicable Relief Penods customer

trades in the MS Channel will be cleared through and cutodmd at MS and customer

trades in.the SB Channel wiil.becleared through and custodied at CGM.L .Asa result

Morgan Stanley and Citigroup believe that itis unlikely that registered represeritatwes

and customers tn.the tw separatcC.hannejs will have any practical abilityto coordinate

trading of securities

In addition to the information barriers described above fora variety of legal and

compliance reasons itigroup will implement information barriers between and MSSB
on Legal Day One designed to pepnit the positions and activities of MSSB andCitigroup

not tObeathibutedtô one another tbr th ós.of$eetion13add l6anditule l4e5

in accordance with the SECs disaggregatmon guidance in its Riease No 3439S38

January12 998

ILL Temporary Proposal for Relief.fór Ltal Day One

iL Introductin

Rule 144 creates tsÆfeharbor from the dtfinition ofunderwrhef in.Seôtiôa

2a 11 of the Securities Act person satisfying the applicable conditions of the Rule

144 safe hathor in connection with sale of securities is deemed not to be engaged in

chmtribution of such securities and therefore not an wideiwnter for puqoes of Section

2aXl One of the determinations that routinely needs to be made in connection with

Rule 144 is that of affiliate status whether particular person is an affiliate of an

isucr pursuant to Rule 44aX Rule 144aX defines an afluliate of an issuer as

person that directly or indirectly through .oiie or more intermediaries controls otis

ontrOlled br or is undercommon control with stith.issuer Rule l44aX2Provides that

the termerson when used with reference ba person forwhose accounts securitIes..are

COuidenIi1 Tie Rq andGftigru 007

bk nni A299918
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to be sold in reliance upon Rule 1.44 includes in addition to such person any.corpoat.ion

or other organization in which seth person is the beneficial owner often percent or more
of the equity interest

Each of theMorganStanlcy Parties the Citigroup Parties and MSSB will hold

sCeurities including in some eases restricted securities of various jsst on principal

basis and through dIscretionai ôustomer accounts The parties will comply with the

conditions of the Rule 144 safe harber as modifIed by the PropoaI for Teporwy Re kf
below when entering into transactionS with respect to such securities As discussed

below we are onh requesting relief for temporary period until no later than September

30 2009

.13 Prupasal for Temporary Relief

During the applicable Relief Period each of the Morgan..Statiley Parties and the

Citigroqp Parties as applicable will continue their respective current position monitoring

policies procedures and practices for purposes of Rule 144 Eadiof the Morgan Stanley

Parties and the Citigroup Parties will aggregate securities managed and/Or

heneflually owned by the portion of MSSI3 that as contributed such party That is

frexample the Morgan Stanley Partieswill aggregate thek
ho.ldipgs with those of the

MS Channel for purpoes of Rule .144 affiliate determinations AffFte
Determinations and any application of the olume limitations set forth in Rule 144e

and the
Citigroup Parttes will

aggregate their holdings with

those of th SB Channel for purposesofArnliateDeterminationsandny Volume
Limitations During its applicable ke1if Period neither the Morgan .Sian1e PartiOs iOt
the Citigroup Parties will aggregate their positions with MSSB as hole for purposes of

Affiliate Ieterminatjonsor Volume Limnitationsitor will MSSB separately utakeany
Affiliate Detcrniinations or track Volume Limitatiops The MS Channel is

cuiteiit1y

monitored and reported on an aggregated basis wIth MS and the SB Channel is currently

monitored and reported on anaggregated basis with .Citigroup Theçe are dedicated

groups for each parent charged wtth monitoring and
reporting its pouttons and these

groupswill contlinietodo suóh monitoring and reporting for each parents respective

Channel during the ptirtis applicableRelief Periods

In the event that either the Morgan Stanley Parties or the Citigroup Parties are

required to liie..any Forms 144 during their apIicabte Relief Period the relCvarit parties

will add footnote dicloure disclosing their relationship with MSSB lit addition during

their applicable Relief Periods once either the Morgan Stanley .Parties or the Citigroup

Parties detçrm Inc that they are required to file aForm 144 they Williuchide inineh

footnote disclosure the portion of the holdings that is attributable to MSSB By way of

cIcnda1 Thatn Requcstd by MSSB Mtga Sunley and Cit ignui 008

A7299%64 18
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example.if the Chigroup Parties were to file lon 14 tO.rert aaIc of restricted

suntgs within the meaning ot Rule 144 they would include footnote diselosure

mdiatmg that Ctigroup owns 49% ot MSSB and the amountof the sak being made 1w

the SI Channel of MSSB

Relief PerioL

Gwen their diffetent IT systeiti and
respeetive

kvel of ownership in MSSB
Morgan Stanley and Cthgroup have thflrent tunetable far resolving their mspetive IT

challenges in order to be in position to aggregate with MSB arid to disaggregate from

MSSB Morgan Stanley may be able to completely aggregate Its position momtoring aid

reporting system with MSSB on Legal Day One but in arty event expects to be able to do

so no later than September 30 2009 Citigroup expects to be able to omptetely

aggreate
Its position monitoring and reporting system with MSSI3 by September 30

2009 Morgan Stank and Citigroup elpecl to be able to mpletely disaggregate their

poiitIon monitoring and reporting fiom MSSI3 by September 31 2009 Accordingly the

parties request that .theStaff gratit.te pcraiyretiefto ailow each otthe..M9rgan Stanley

Parties the Citigroup Parties and MSSB to sell secunties on prineipal trading basis or

ftr cetionaty customer accounts without registration under Setiori or compliance

with Rule 144 on the basis described above in Propordfor Thmporaiy Relief through

each partys appilicable Relióf Period

We tthatwhileths intbnnatjim can be fjindd manually by each pywth
respect to an individual security for which reporting threshold has been exceeded and

filing is being made neither party currently has the ability to monator on an ongoing and

daily basis the securities held by the portion of MSSB contributed by the other party in

order to determine whether areporting threshold has been reathed.onaii aggregated

basi ce i7C/zalleigisbeiqw

With respect to this anticipated tIm1n$ Morgan Stanley is cuneatly reeevinga daily

test feed froin Citigroup which repon positions in securities within the SB Channel

Morgan Stanley is in the process of adapting its IT systems to read tbts teed and to

aggregate the position information with as own position information and that of the MS
Channel

Citigroup is similarly recewrng test feed from Morgan Stanley winch will

enable it to report pcisitions.in securltieswithhi the MS Chatinel Thc.impleinentationof

these feeds is in progress and will be completed by the end of the parties applicable

Relief Penodi at which time the positions within the two Channels of MSSB ill also be

able to bcombüied.from an IT perspectie

confide aFI amentReqeegedby SSB Morgan Stanky Cti5reup OO9A/76



\L 21 Kt

I1A C0J IL\J IAI FREA1 Ml.NT ES hi PLRUAN .F 200.S

hither Morgan StanIe or Citigroup may be in positk.n to aggregate its posItim

moni.Orig and to enable compliance vith Rule 144 on basis vhich no longer requires

reileicarlier than the other andor earlier than MSSH If \lorgan Stanley or Citigroup is

abic to aggregate itS position monitoring and reporting ith MSS14 or if both are able to

diag regale their position monitoring and reporting limMSSU earlier than September

2Q09 in each case Such vilI notiI\ the Stall in riting

Fhi request fir relief is limited as tollo%s

the relict ouki be tenlporar\ and l.ir the Morgan Stanley larties and

the Ciliroup Parties oukl not extend
past the earlier ofa the date TI

hich Morgan Stank or itigroup as the ease na be can aggregate its

position monitoring and reporting ith MSSB or th September 30

2009 and for MSSB ould no ctend past the earlier of the date on

which each of Morgan Stanley and itigroup can disaggregdte itS

position monitoring and reporting from NISSB orh September 30

009 in each case such period is referred 10 as the applicable lJjçt

Pcrid iar such
parts

ii fir tiroses of Section and Rule 144 the use of the temporary

aeregatiou method described abo ould be limited to Aiuiliate

Determinations and Volume imitations

the relief ouId be limited to transactions in hich the Morgan Stanley

Parties the itigroup Parties or MSSR ould he selling on principal

trading basis or through accounts over which the Morgan Stanley Panic

the Citigroup Parties or MSSB exercise ivctmcnt discretior

tiv the relief would not extend to situations here either the Morgan Stankv

Patties the Citigroup Parties or MSSI3 as applicable is acting as an

under riter in an underv rinen ollering of the securities at issue and

Vt the rd tel ould not apply in sit nat ions where the Morgan Stanley

larties the itiroup Parties and \1S513 ha actual kno% ledge il

actual kno ledge by the Morgan Stank Parties or the Citigrotip larties

iknership positions the other and il channel to he based for this

purpose solely on ownership positions disclosed the other Iart in

Schedules 131 and l3i tiled with the Commission under Section 13 of

the Securities Exchange Act of 1934 as amended 1.xchangc Act
that the Mortzan Stank Parties ir the

itigroup Parties combined ith

MSSI3 beneficiafi on iLhin the meaning of Rule 3d3 under the

hxchange Act securities in exces of the applicable thresholds used

the Morgan Stanley Parties or the Citigroup lartie as applicable fiw

their dewrnimnations of affiliate status ar purposes of Rule 14-I ithout

reference to the relict requested in this letter

.1ltl. IJm lc1 ii MSSO \itirg Stmkv and ltirwp
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In addition we hereby confirni thai none of the Morgan Siank Parties the

Citigroup Parties or MSSR is icqueting interpretatic guidance ith respect to the

kflnitions of aFfiIiate and person tinder Rule 144

Rationale for Requested Relief

\Ve belies Indo in arguments support the request ftr relief

The Io 10 ie fern .1n Ruilwr Ia Prim ip iwulzug

Ikeause it

igroup
Ic 1141 contribifi ing principal tr.tlmg husines to MSSR and

\lorgan Stank is contributing just small principal uadiag business the prinlar

uSIncs of MSSR ill be retail brokerage and private cahh management and the

majerit of positions are in CuStlinler accoum the majorit of which arc non
dkcretionarv \lihough MSSB ill engage in limited amount of principal trading

epccted to be br the purpose facilitating customers such trading is expected to

represent reIative small portion of its ocraH activities As result Morgan Stank
aiJ Citigroup expect that on its MSSB ill very rarely ilever at the earl stages

if its businesc reach threshold of security nership that ould result in it being

iccrn1 med to he an Iiiliatc of the applicable ic.uer for
purposes

ot Rule 14.

.ike ise due to the nature of MSSI3s primar business do ilut hehe that

the ast niaioru otiansaLtions effected MSSU either transactions ith respect to

customer accounts or irinciiial trading rinmrily to facilitate customer ace oums are the

lytie of transactions that cre intended to be covered by the detinition oFunderwritcr

ithin inc meaning of Sceticri 2a II of the Securities .\ct

Furi1wr Pzh/i Poljer hjLethes

Absent the requested rcicf ii is possible that the transaction ill not be able to

...iose mtmI the II svtcms are developed to permit aggregation of information required to

he t1isc1Sd boever the importance olthe sit1 and successful completion of the

0t enture in The current market cn ironment cannot be underestmntated We believe

thai the monitoring and reporting challenges faced by the proposed joint enture are

on ique and possiH unprecedented We iso believe that given the reaconalle

Lhemati -cportlng proposal contained in this letter the balance of publk interest

igh in or ofranting the limited and teniporar requested relieli ithout hick the

clone olthe tranaction .onld ha to he deht ed

\V riute that to the extent an cutoiners of MSSI3 arc themseltes affiliates of the applicable

SUC we expect that MSSHs procedures ill require that customers confirm L.ompliance with

Rt.ie .t4

iii etetiteil rlulc1t elut \1SH \1irzeii Shicte .4nd uirtup
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irst the current financial crisis creates special need lr urgency to close the

jLffii clilure transaction transaction ill provide certainty at tinie when in estor

outiisitn is uk and confidence is lo Customers of the two firms would he provided

assurncc of the liture structure of their securities firm when many are struggling with

indamer-ital questions ol horn they can trust with their linances and turn to for advice

Second the joint venture structure proposed Citigroup and Morgan StaiiIe is

unusual Most transactions involving cliaiigcs of ownership of broker dealer arc Sfllpk

cqujsitions not requiring the merger otiwn retail operations with ongoing arrangements
with two legacy firms These ongoing arrangements with the legacy firms create special

complications in curnplymg with Rule 144 Moreover the sharing of legacy firm

ownership data that is required to pcrfonn this aggregation raises significant ongoing

nsiness concerns fur the kgacv firms businesses that arc not contributed to MSSB
articularl for which does not have munagenient control over MSS13 Not only

twe unique Inonitorillg and repolling challenges not arise in most transactions as

Jcus-ed firihcr in the next paragraph they also are ni.rc halknging in this transaction

h.iu LL Issues mare omrnonlv raised

third the scale cf the joint venture is unusually large totichiiig more than

ml lion customer accounts and creating technological challenges of immense scope For

\ISSH \iorgan Stanley and Cithgroup to respond to the resulting disclosure challenges

the must niake e.terisive changes to multiple systems covering range of monitoring

and business USCs liiveu their scale temporary manual thes to address these problems

arc not practicable and would not result in accurate information bciniz consistently

nrovided in timek manner to the public the scope of these systems changes is perhaps

unlrecedented for combination of retail operations

l-out-th despite the significant challenges posei the scope of these s.ctems

changes MSSR Morgan Stanley and Citigroup are committed to impkmentimz the

changes in tiniel and comprehensive manner Therefore the requested relict is to last

only 11r the relati clv short interim period until such implementation is complete so that

customers and the market may receive the benefit ofcertaintv provided by closing the

transaction as soon as possible The requested relief will allow the parties to close the

transaction more quickly and is appropriate and in the public interest given the current

nanciai market turnloii

See .FC .\u- ku .zk-i 1k- t1ifcsn orniueI1 L..iIamL .lit .eUvi 3i RL7nrlule.I .cLmr which was granted in part based on the inited mndoms
overnncnt re.pose to the mntercational financial crisis

.lhiai M.s5l %%ciaj Stzmnk mngtiiip

_s1..l- IS
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In ict of the mu ual structure of the joint emure transaction the scae oft he

venture the massi resulting stemS chanu.cs the utgcn need to provide certainty

euswmers and thc turmoil in the financial markets believe that it should be

possible tr the Staff to provide relief in this situation vithoLLt creating precedent that

wa he ued others here the edgent citcumslance present here do not exist

\lireuver belies that the pFO isioii of relief in this circumstance will benefit

in estors and the public aiid ill not he coritrar to the ominissions ur estor protection

mandate

m.rfIincIiz of ilobul uluwrm Rginic

Fitch of Morgan Staiile and itigroup is subject to disclosure interest regimes

gluoall with each ha ing its reqilirenlents and standards tr gioba nionitoring and

reporting Accordmglv monitoring and reporting on global le ci iil require an II

stein that ill work etieeti ely on globa basis and implementing this stem will

take time

IT ihilldnges

practical standpoint it may be dilliumit for Morgan Stanley and Itigroup

.a resol the integration challenges prior to or immediately alter closing the

transaction such that the and MSSI3 rna cftectivelr monitor and trade positions in the

maimer required to sell securities on principal tradmg basis or discretionar

cutorner accounts under Rui 44 on Legal Day One .A noted above there will be

signiticant ork invol ed in integrating the \ISS3 data into two companies II systems

innd in the meant hue there ill he substantial product data and system dissonance lht

said the two firms arc making dii igent efforts and ha prject teams in place to achieve

sufficient Ii integration as soon as practicable to he able to comply with disclosure

reu lations and maintain the confidentiality of sensitive ownership data without needing

to iionerous matinal solutions lo date each of MS and Citigroup have

exchanged data feeds of their reporting positions that ill be contributed to MSSR on

legal 13 One and the parties are working with these teds as described in Note above

Cr tIne parties expect the integration issues for the IT stems that are relevant to

nosition reporting to be resol ed graduall over fC% months ith goat of omplctc
ntegration Septenihr 30 2009

Lach otthc to firms has project plan ith clearly defined IT milestones and

goak and hich etc out the
steps that ha been taken and the steps that remain to be

taken toward complete integration

To the extent that the IF systems arc not integrated as flecessar to ticilitaie

compliance by Legal Ia One manual workarounds would be the only possible soIutic

absem relieI However the unprecedented scale of MSSJ3s brokerage operations makes

such manual orkarounds impractical and any form of manual orkaround in two cry

lange organhzatons raises significant concerns regarding the neliahilit ot data and the

rinct1 MSS \jlran ariks nd
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resulting conclusions In addition preparing and implementing these manual

worKarounds would require signilicam IT work and wotild ultimately distract and delay

the tirms respective II groups as welt as their compliance personneL from their primary

goaL of II integration and strict compliance with the rules in the near term

he folto ng are some 01 the II issues that must be resolved before the

essliii
iiltegralic.in of the MSSR data into the Morgan Stank and iligroup IT

stems for .\ffil ac ieterminations and an application of Volume i.iniitaiions

cdtics c.t identilicanon issue For mans securities there is

tin common international security identifier This is parlicutarl

the case for structured products and derivatives where the

linkage between the derivative and an underlying listed security

may need to be manually established to ensure that firms

aggregate position data is accurate Morgan Stanle and

.itigrolip use different methods of identil7ying these securities in

their resIectie databases As result there viil be

discrepancies if the position data is integrated prematurely To

rcsol this issue translation table must be created to eliminate

the discrepancies before the Contrbuted Busiiiesse position

Jata may be combined ftc process 01 crcatnL such tabie and

mapping the relcant data from Citigroups systems to Morgan

Stanleys and vice versa will be timeconsuming and dillicult

.1cJJiJrncj Morgan Stanley and Citigroup use

different data models and ultinmteh capture their position data

dillerentlv Morgan Stank and iligroup are working together

to linci common data model in order to process the positions

togeUer Fach iT system collects dflIerent information about

customer accounts and even where they collect the saiie

in formation the ma do so di flrentlv complicating efforts to

determine which data should be included in
reports

and how it

should be calculated

.oujstics for iransferrini the Data lue to time sensitivity of the

data Morgan Stanley and citigroup must
agree on secure way

to transfer and arehouse crossfirm information to ensure that

contidential information is not dicIosed Although Morgan
Stanley and Citigroup have difIercnt tools available to do this

the ri tust agree upon standards to be implemented on both sides

in order to hetiii automated transmissions in secure manner
This etThrt can take lime ilone oithe parties needs to acquire

and install new tools in order to support these requirements

.iititkiftat Tatment ti.hd 11% 515511 Mirrn Sizinkv tiup
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\s noted above the parties expect lhe.e arious integration issues to be

reoh ed ra.luaiIv ct tw months ith goal of complete integration by
Scpeuber 30 200U

1norarv .Sozitiiz

FinaUv and most notably the
proposal br .ega la One is otil temporurr

SoIuiol proposed the interest of proiding market tmnsparencv under difficult

circumstances It not permanent and is mflerci meant to briige the gap until the

intc2rauumI issues fr the IT systems that arc relevant to Rule 144 are resolved With

respect to the Morgan Stanley Parties this ma he by Legal Day One but could extend
unti September 30 2009 and with

respect to the Citigroup Parties and \ISSU this is

expected to he by September 30.200 Each ol the Morgan Stanley Parties the

Ciligroup Parties and MSSB will sell securities on principal trading basis or
disertiotiar customer accounts in compliance ith Rule 144 as written as soon as such

par has the independent capability to do so or shortly thereafter As noted above either

\Iorgan Siankv or Citigroup may be in position to aggregate its positiomi monitoring to

craHe compliance ith Rule 144 on basis hich no kmger requires relief earlier than
the other and.or earlier than MSSI3 If Morgan SLank or Citiroup is able to aggregate
its nosition monitoring and reporting ith MSSR or if both parties are able to

tlisaggrctzate their mon torn2 and reporting from MSSI3 earlier than September 30 2009
in each case such pI1 will notify the Stati in %vritine

Intentions for Effeciiu Transactions Under Rule 144 followin2 the Relief

leriods

Follosvi the integration 01 the MSSI3 data into the Morgan Stanley and
Cit igroup 11 svtcms and the disaggregation of MSSH from Morgan Stanley and

tigroup the parties will ha the ability to sell securities on principal trading basis or
tar discreiionar customer accounts in compliance ith Rule ii

VI Relief Souttht

In sunimar MSSI3 the Morgan Stanley Parties and the Citigroup Parties request
that the Staflof the 1.ivision iICorpoz-ation Finance confirm that it ould not
recommend to the omnuion that it take cntbrcemcnt action against MSSI3 the

Morgan Stauk Parties or the itigroup Parties if without registration under Section ot
the Securities Act or compliance itli Rule 144 thereunder ucfi parties temporarily sell

securities on principal trading basis or for discretionary customer accounts on the basi
JeCriied aho his request lr relict is subject to the Urn itatioris and

cknawkdgcnicnt set trth in Part IILL abo

CfikncaI Treament Rcqucd Ly MSR Mtrgan Statde andCuroup t5
A/fl9%6j
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Con lidential Treatment ReIuest

As .t the Jate otthis k.ttcr the parties have not publicly disclosed certain mtormation

contained herein incIuIjnt their expectations reuartiüig the c1osin date otthe

transaction Public availability this information could have adverse consequences for

the panics For example an unexpected delay in the closing could be interpreted by

market participants as an indication that there are material difticultks with the joint

venture hen none in fact exist Accordinulv notice of this Ictier is also beini sent to

the Office Freedom of Information and Privacy Act Operations of the Commission

and respectiullv request that the Comm ission accord confidential treatment to this

reunest and wm riiien response from the Stuff thereto puuant to ..F.R 200.81

until the earl cr oft tiw losim Date and iithe date thiu is 120 da From the date of

he SatIs response to this letter

Please contact .aurie Cervenv of l3imharn MeCutchen LI at 61 95 18527
Mmcha Travers of Davis Polk \Vardwdll at 650 752-2014 or the undersigned at the

above phone number to disc LISS an questions or comments to this letter

Sinccrel UlS

Johti icchaeickr

cc \1 ichelle roschakotT tMoran Stanley

Anne .oonev Morian Stanley

Re-Annc Richter Morgan Stanley

Det in inc Ru Uard Morgan Stanle

Joyce tamer Morgan Stanley

Michelle Wilk Morgan Stnnley

Reth McGinlev LMorgan Stanky

\lathias Kramer Mor.an Sianley

Neal Sul lh an Uiimgham \lcCutchen LI Pt

Amy Kroll l3inm.hamu MeCutchen .LP
llard Calicoti Bimhamn Mcutchcn 1.1 .P

1_aue cer cliv fflumigham MeCuteherm 1.1.1

kar mi Polak Citigroup Inc
Ali Karhan itigroup Inc

Craig Barrack Citigroup Inc
Mkeha Travers Davis Polk Warthell
l.antiv Schwartz Davis Polk Warddll
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